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Re fall: Textile, IT earnings to get a boost

MALINI BHUPTA &
SHARLEEN D'SOUZA
Mumbai, 27 November

ONE man’s meat, they say, is
often another man’s poison.
This adage best explains what
the falling rupee is doing to
corporate India. While a weak
rupee is a bane for most sec-
tors, the country’s two key ex-
port-oriented sectors —IT and
textiles — are expected to gain
from the phenomenon.
. This month alone saw the
rupee fall by 6.3 per cent: it was
trading at ¥49.27 at the start and
jscurrently traded at 752.41,
courtesy global uncertainties
inmajor economies. Companies
that earn revenues in dollars
will see their realisations jump
by a percentage points, thanks
tothis fall in the local currency.
However, the jump in earnings
may not be equal tothe fall in
currency, as most companies
protect their forex exposure by
hedging their risk.
+1 Forlong, the Reserve Bank
has kept the country’s real ef-
fective interest rate at 100 lev-
¢ls —one that has kept Indian
exports competitive in the
world markets. However, gver
hme thisbegan rising, forcing
gome sort of a readjustment in
the nominal exchange rates too.
. While adepreciation of the
local currency is good for ex-
port competitiveness, a lot of
rex experts are not very hap-
py about the volatility the Indi-
ancurrency has witnessed com-
pared to, say, a country like Chi-
na. Forinstance, even though
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the yuan has appreciated, it has
happened at an almost pre-
dictable pace of 7-8 per cent
since 2005. This has allowed ex-
porters from that east Asian
country toreadjust their costs.
However, Indian exporters do
not enjoy this kind of stability.
For, the country’s exchange
rates are more market-driven
and sensitive to a number of ex-
ternal and local factors.
Evenso, the fall in rupee is
definitely good news for IT
services. After all, they have
seen a weaker growth and mar-
gin eriosion over the last few
quarters. If the second-quar-
ter results are any indication,
a fall in the local currency
would improve margins of
most tier-1 companies and
earnings. The rupee breach-
ing 50 against the US dollar,
analysts say, will drive mar-
gins in the near term.
Abhishek Shindadkar, IT an-
alyst at ICICI Direct, has up-
graded his earnings per share
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forecast for Infosys t0¥139-140
from the usual beat of ¥137.
However, EPS projection for
TCS remains the same as the
company is sitting on close to $2
billion in hedges, claim analysts.

While the rupee apprecia-
tionmeans there clearlyisan
upside for IT services compa-
nies, continuous volatility in the
current financial year will also
push up costs for the companies.
For instance, Nirmal Bang has
upgraded by 8-11 per centits
FY13 earnings forecast for all
top-tier IT firms. While FY12
estimates have also seen up-
grades, EPS upgrades are low-
erthan EBITDA upgrades. Rea-
son: likely forex losses on hedg-
inginthe wake of the rupee’s
weakness in 3QFY12, which
could continue in 4QFY12.

It is this unpredictability of
the currency movement that is
capping the upside for compa-
nies. Typically, companies that
have exposure to foreign cur-
rency receivables hedge their

risk by buying hedges. Cur-
rency hedging are positions
that companies take in the
forex market to offset poten-
tial losses by fixing a band

within which they expect the

currency tomove. If the cur-
rency moves out of that band
then the benefit or loss is not
theirs to bear.

At the start of the fiscal yeat,
most companies had bought
hedges expecting the rupee to
remain in a band of 44-48.
These companies will proba-
bly not benefit too much from
here on evenif the rupee falls
further. For instance, 50 per
cent of the current year’s order
book for most textile compa-
nies has been hedged. Textile
companies will be able to enjoy
the benefit from the remaining
50 per cent of their order book.

Textile companies & year
earlier had hedged their forex
exporsure on the currency fu-
tures market at ¥47-48 per US
dollar, little did they know that
the rupee would fall as low as
%53 against the greenback.

Unfortunately, these ex-
porters are stuck as they are
locked in between March 2011
and June 2012, The range of
the amount thatis hedgedon
the currency market varies
from company to company,
some have hedged as low as 20
per cent, while others have
hedged till 80 per cent. “We
have hedged only 20 per cent
of our total forex exposure,”
says R Sundaram, president fi-
nance & company secretary of
Indo Count Industries.
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